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Investigating the feasibility of listing of PRC
enterprises in Hong Kong Stock Exchange, we found that a
number of obstacles will be encountered inevitably.
While some can be solved technically, e.g., the
discrimination in accounting practice, others are
definitely dependent of the determination and action of
PRC Government to resolve them, e.g., the deficiency of
legal legislations related to the issue. As a result,
this approach may not be put into reality in the near
future.
Apart from this method mentioned, other
alternatives of tapping fund in Hong Kong stock market
were also reviewed for their pros and cons. It is
concluded that PRC Government should establish its own
stock exchange prior to the listing in Hong Kong
directly. Meanwhile, PRC enterprises can raise fund by
acquiring an already listed company in Hong Kong or a
Hong Kong company along with its subsequent application
for listing. On the other hand, the formation of
registered companies in Hong Kong with main business
activities in Mainland China is another possible choice
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available.
Formal interviews with professionals from four
different sectors have been held to collect information
of their valuable opinions. Among the interviewees they
come from merchant banking, Accounting firms, Hong Kong
PRC companies and statutory organizations. Their
opinions should be able to represent the market
expectation of this issue. A questionnaire survey was
conducted to gather data about this issue with the four
sectors as the sampling subjects. The result reinforces
the conclusion drawn in the phase of interviewing.
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HK-PRC enterprises-- those companies of PRC capital
incorporated in Hong Kong.
PRC enterprises-- those enterprises registered in PRC
with their business and activities
in mainland China.
Hong Kong Stock Exchange-- The Stock Exchange of Hong
Kong Ltd.
Listing-- the shares of the PRC enterprises are issued
and offered to both Hong Kong and foreign





The topic of the research study is A study of
listing PRC enterprises in Hong Kong Stock Exchange.
The term PRC enterprises are used to refer to those
companies in industrial, commercial and financial
sectors in People's Republic of China(PRC) with
headquarters in mainland China and are not registered in
Hong Kong. In this research study, we are only
interested in these kinds of companies, not those
Chinese-related enterprises hereafter referred as Hong
Kong registered PRC companies(HK-PRC). These include
華 潤 集 團
Yuethe China Resources Group of Companies
and the Guangdong GroupXiu Enterprises Ltd
. These HK-PRC companies haveof Companies
no problem to fulfill the listing requirements of Honc
Kong Stock Exchange listing regulations. In fact, many
of these HK-PRC companies have already had significant
equity interests in many companies listed on the Stock
Exchange of Hong Kong.
Atresent, there is still no PRC enterprise
越 秀 企 業
粵 海 集 團
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listed in Hong Kong Stock Exchange. However, a number
of listed companies of Hong Kong are closely associated
with HK-PRC companies, either in equity holding
interest or business activities. In this paper, we
would like to study the feasibility of flotation for the
PRC enterprises and examine the various obstacles faced
by such PRC enterprises.
In a nut shell, the research project will explore
into several aspects with regard to the feasibility of
the listing of PRC enterprises on the Stock Exchange of
Hong Kong:
i. The obstacles confronted by these PRC
enterprises-These are mainly technical problems
such as the lack of comprehensive company
legislations, the current accounting system of
China which is still not up to
international standards and rights and
responsibility arising from the change of a state
ownership system to a share ownership system.
ii. The compliance of PRC enterprises to the
listing requirement of present Stock Exchange
Listing Rules.
iii. The opinion and general views of the Hong
Kong Stock Exchange, investment bankers, financial
institutions, and local investors on the flotation
of PRC enterprises.
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We will also explore the possible solutions to
overcome the difficulties facing the PRC enterprises to
be listed in the stock market. In order to have an in-
depth investigation into the problems, we have
interviewed persons with different backgrounds but all
have in-depth knowledge about the issue. Their knowledge




SIGNIFICANCE OF THE ISSUE
Hong Kong has emerged into one of the most
important financial centers in the world. Owing to Hong
Kong's geographical proximity to China and increasingly
close relationship with the Mainland China, Hong kong
has become engaged to play an increasingly active role
in China's modernization. With China's continued open
policy, the investment of HK-PRC companies will increase
significantly with an estimation of investment totally
exceeding US$ 6 billion.
At present, HK-PRC companies totally have already
become the largest overseas investor in Hong Kong. We
can see that many HK-PRC companies have already held
substantial equity or controlling power of many firms
listed on the Stock Exchange of Hong Kong. For example,
37.5% of Wah Shing Toys Consolidated Ltd. 華 盛 國 際
a newly listed company,is owned by the Yue Xiu
Enterprises Ltd. The Ka Wah Bank is controlled by the
CITIC and China Merchants Co., Ltd. has a significant
control of Union Bank Ltd. The range of investment by
5
these HK-PRC companies is very wide. They invest in
different kinds of business such as real estate,
banking, manufacturing, restaurants and retailing.
Besides, it is encouraging to see that companies in
which HK-PRC companies have significant equity interests
can successfully raise capital in the Stock Market. For
example, Wah Shing Toys Consolidated Ltd. successfully
raised $62 million in its flotation in June 1987.
川 河 實 業
and Ka Wah BankRiveria Holdings(
have also successfully raised $12 million and $36
million by means of share placements. All these
successful flotations demonstrated very clearly the
fact that Hong Kong investors and international
investors including institutional investors, investment
banks have a lot of confidence in companies closely
related with HK-PRC companies.
It is expected that with dates drawing nearer to
1997, the investments of HK-PRC companies in Hong Kong
will become a new emerging driving force to the economy
of Hong Kong. In order to explore effectively the
potential and advantageous position of Hong Kong as a
global financial center, many HK-PRC companies have
showed their interests in exploring the capability and
possibility of raising funds in the Stock Market.
With the diversification of investments into
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different businesses, the HK-PRC companies have become
more closely integrated with Hong Kong economy. Many of
these HK-PRC companies have changed their traditional
image to open, modernized companies. It is also very
encouraging to see that Hong Kong economy has
demonstrated high potential enthusiasm for HK-PRC
companies. To these HK-PRC companies, the Hong Kong
stock market can provide an efficient and cost-effective
channel for capital raising. At the same time, many PRC
enterprises have expressed their interests and desire in
listing on the Hong Kong Stock Exchange. These are
evidenced by the numerous visits of PRC enterprises'
management to the Stock Exchange of Hong Kong. These PRC
enterprises, many of them have great potential for
development, are eager to explore the possibility to
raise funds from the Hong Kong stock market. Their
business developments are hindered from the lack of
capitals and funds which are scarce in China. In fact,
China's leaders have encouraged these PRC enterprises to
tap funds for development from the Hong Kong stock
), themarket. tar example, Ji Peng-fei 姬 鵬 飛
Director of the Hong Kong and Macau Office of the State
Council, has expressed his favor to this practice
because this will speed up the process of the Four
Modernization in the People's Republic of China.
Generally speaking, there are several advantages for a
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PRC enterprise to be listed in Hong Kong Stock Market.
i. To utilize the stock market to tap new sources
of capital.
ii. To establish international identity which is
important for many export-oriented PRC
enterprises.
iii. A constructive impetus to the management and
operation of the enterprise as it is now
responsible to the public.
iv. Set as an example and model to the future
operation of China stock market.
On the other hand, Hong Kong, as an international
financial center to China's development, will also
benefit from having PRC enterprises listed in the local
stock market.
The benefits are mainly:
i. Investor's confidence in Hong Kong will be
strengthened with the stable and steadily growing
relationship between Hong Kong and China as
evidenced by the listing of PRC enterprises in
local stock market.
ii. The abundant supply of capital and funds can
be channeled effectively to PRC enterprises
through the flotation.
iii. Enables the Hong Kong local stock market to
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become a regional center in fund raising for PRC
enterprises and in the same time, further enhance
its international financial position.
iv. Investors are being given better opportunities
and more choices for investment since many PRC
enterprises have very high earning capability.
Thus, from the above reasons, we can see that
Hong kong and China are interdependent
economically, Hong Kong has a substantial stake in
China and China has a substantial stake in Hong
Kong. The numbers of public listed companies with
significant PRC equity are increasing and on the
other hand, there is also a great increase of
listed companies which have direct and significant
investment in China. With the continued role of
Hong kong as a conduit for foreign capital,
technology, and investment in China, it is a
natural trend for PRC enterprises to seek listing
on the Stock Exchange of Hong Kong in order to tap




Locally, scholars, the practitioners of the
investment and officials of the Stock Exchange have
written quite a large quantity of articles and
discussion papers on the flotation of PRC enterprise
stocks in HongKong Stock Market. In the paper Is
listing the best method for Chinese Enterprise to raise
Capital by Dr. Steve Chu, Executive Director CEF
Capital Ltd., different ways for Chinese Enterprise to
raise capital in Hong Kong are examined and their
advantages compared. Mr. Robert Fell, Chief Executive of
the Stock Exchange of HK Ltd discusses the general trend
for Chinese Enterprise seeking public listing in HK and
dependence of successful listings on the PRC
enterprises' appeal to the secondary daily share trading
in an article Problems faced by Chinese Enterprises
seeking public listing in HK published by The Stock
FYr-hann of Hnna Ltd.
Concerning the views from a closer source of
China, Mr. Ming Xiaoguang in his paper Advantages and
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Feasibility of Listing by Chinese Enterprises.
discusses the major advantages of listing by Chinese
Enterprises from viewpoint of a Hong Kong registered
Chinese enterprise.
In addressing the gap between the standards and
requirement stipulated by the HongKong Stock Exchange
and those offered by Chinese Enterprises, the Rules
Governing the Official listing of Securities, second and
third Edition are referred.
The present situation of the sharing systems and
the views of mainland China on this rather hot topic can
be found in most academic journals published in PRC or
locally. In the article Stock Sharing System and the
Separation of Ownership and Management Authority,
October 14, 1988, Economic Daily, the development of
stock sharing system in PRC was discussed. Particular
coverage is dedicated to the discussion of conflict
between state-ownership and stock sharing system and
separation of two authorities.
Other major problems facing this issue like
problems with the current administrative system,
technical problems such as evaluation of tangible assets
and intangible assets, the lack of investment knowledge
among multitude, the unfavorable infrastructure were
extensively discussed in an article The Road to Stock
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Sharing Economy, Financial News, October 10, 1988.
With respect to the legal implication of this
issue, we have reviewed the article China's Economic
Law in Context written by Robert L Pritchard. This
article discusses the features and the shortcomings
of the present PRC economic laws from the view point of
a western legal practitioner. Related to the present
development of PRC enterprise laws, the article Law
and the Enterprise written by Natalie G. Lichtenstein
in The China Business Review, March-April 1987 discloses
the facts and the weaknesses of the present system as
well.
Although the literature survey succeeds in
providing a lot of information on various aspects
related to the issue, they are not very specific to the
problem of floating PRC stocks in the Hong Kong Stock
Exchange or sometimes cannot clearly define the meaning
of PRC enterprises in the right context. So, in effect,
our study is quite unique and among the first few which




This study is divided into three phases.
Literature Survey
Preliminary data and information were collected
from journals, newspaper both published locally and in
PRC, publication of interested organisations ie. HK
Stock Exchange, relevant government legislations and
underlying policies, minutes of conferences and meetings
of professionals and scholars on relating topics. This
sources of information were very important to our
studies as it helped us identify as many as possible
independent variables which affect the feasibility and
the timing that shares of Chinese enterprises go public
and traded in Hong Kong market. The standpoints of
various parties were expected to vary but all are
important in structuring a comprehensive picture of the
issue. The objective of this part of studies is aimed at
collecting as many views, ideas and information as
possible. Furthermore, the literature in particular
recent newspapers could provide us with a basic list of
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interviewees for the latter two phases.
Unstructured Interviews
The second part of the research is composed of
unstructured interviews of selected personnel whose
professions or area of studies were closely linked with
the issue. The objective of these interviews is to
surface some preliminary issues so that the researchers
can formulate a good idea of what variables need further
in-depth investigation.
The list of potential interviewees were selected
from the 4 following categories:-
i. Representatives of stock exchange and security
commission.
ii. Accounting Firms.
iii. Investment bankers deeply involved with
Chinese business or interested in underwriting
Chinese stocks in H.K.
iv. Chinese government officials and local
representatives of PRC enterprises who were able
to furnish opinion of national and private sides
on the issue.
It was anticipated that the opinion collected would
not be unanimous given the diversified interest and
stance of the groups of interviewees. However, a certain
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degree of objectivity would be observed from the context
and thus we could arrive at a clear picture of the
situation.
Structured Questionnaire
While the unstructured interviews could only cater
for a small portion of the target respondents due to
limited time and human resources, we would like to draw
a more reliable and indicative representation of the
target respondents by enlarging the sampling population
through mail interviews. Questions as well as multiple
choices type questions would be set based on the
material consolidated from the first and second parts of
our survey to test the general opinion poll on selected
controversial items such as the relative importance of
the hindering factors, the relative importance of
various attributes of the enterprises that influence the
chance of floatation. The sampling method of the
research was judgment sampling. The sampling frame of
PRC Enterprises in HK was derived from the The Chinese
capital company in Hong Kong.' edited by Dr. Thomas Chan
of Asian Studies Centre of HKU. 38 companies were
selected based on the size and the province and industry
it represents to ensure a more diverse scope of
representativeness. From the Hong Kong Business
Directory 88, 23 investment banks and banks with China
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connection were chosen. Five out of the American big
eight were selected to represent the accounting firms.
Hong Kong Stock Exchange Co. Ltd. and Hong Kong
Securities Commission were also requested to complete
the questionnaire to present the official opinion.
The questionnaire is deliberately designed to be
short and structured to facilitate higher response rate
and systematic analysis. Internal scales ie. semantic
and Likert Scale were adopted for comparing the
inclination of respondents and the relative importance
of different alternatives. The response rate was
expected to be between 10-15% judging from previous
research record. Follow-up telephone calls were made to
increase the response rate. Questionnaires were
dispatched on the second last week of March and the
deadline for collection was scheduled on the 4th of
T ti 1
Analysis of data
The data collected will be analysed as an
aggregate and significant differences between the four
categories will be investigated if present.
Concerning Question 1 which asks the respondents
to prioritize the hindrances towards listing of PRC
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enterprises in Hong Kong Stock Exchange, the importance
of each hindrance will be analysed based on the number
of times that alternative is selected as the most
significant hindrance.
The remainder of Part A is altitude test based on
7-point Semantic scale which is interval in nature. Each
point on the scale is associated with a score. The mean
score of each alternative represents the consensus
concerning this alternative.
Part B of this questionnaire are attitude survey
on the disadvantages and advantages associated with
listing of Chinese enterprise in Hong Kong Stock
Exchange. The Likert Scales are analysed by compiling
the percentage of respondents who check any of the five
alternatives. The tendency of the general view on each
statement can be evaluated accordingly.
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CHAPTER V
STOCK SHARING SYSTEM OF PRC
Prior to reviewing the existing stock sharing
system in practice in the PRC enterprises in
contemporary China, we had better have a look at the
current financial environment, especially the capital
markets in china, which is closely related to stock
sharing and listings of enterprises.
In retrospect, before the economic reform under
the resolution of the plenary session of the 11th
central party committee, the appropriations for state-
owned enterprises were all at the discretion of the
Economic planning Committee whereas the flow of capital
goods was entirely passive under the control of the
state. In respect of the absence of regulations for
bankruptcy and the free usage of capital goods,
enterprises in no doubt needed large amounts of
investment to meet the production quota pre-set
resulting in so called investment hungar (1). In
additional to the distorted price system, notorious
bureaucracy and deficiency of the economic plan, the
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return on investment was remained staggeringly low in
the long run while large amounts of inventory were kept.
The quality of products failed to be upgraded whereas
production facilities could not be utilized effectively
and efficiently.
In order to explore new sources of fund to release
the burden of the Government, treasury bills and various
types of bonds issued by both the central government and
local governments flooded China in the past few years to
finance budget deficit and support the construction of
infra-structure. [2]
Decentralization of Authority to Enterprises
On the other hand, a series of measures of
decentralization were adopted to augment the autonomy of
the enterprises letting them be less influenced by the
administrative departments of the Government. The
enterprises were allowed to have the freedom to employ
worker at will, to choose the production method desired,
and to select the product mix at their own discretion.
The objectives pursued by the enterprises also turned
from meeting production quota to maximizing of profit.
The peg between the profit earned and the employees'
fringe and benefit definitely implied incentive to the
workers.
At the same time, the expansion of activities in
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order to seek for larger profit deteriorate the
unbalanced situation of supply and demand of capital
bringing great pressure to Government. Apart from the
issuance of bonds, the introduction of stock sharing
system was actively considered and put into practice in
the past few years. Besides tapping necessary fund from
society, suppressing inflation and cooling down the
overheating economy such that investment can be directed
to the areas leading to a more balanced economic
development, the stock sharing system is expected to
further boost the productivity by making the enterprises
entirely immune to the influence from Government.
However, the implementation of stock sharing
system has already encountered great obstacles awaiting
to be surmounted. One of them is to look for theoretical
support for this so called socialist stock sharing
system which is distinguished intrinsically from the
similar counterpart in capitalist economy. This may
explain why the bonds have developed so rapidly while
the idea of issuance of stock has continuously
confronted with setbacks.
In late September 1988, the third plenary session
of the 13th Central Party Committee further affirmed
that the stock sharing system should be China's
direction toward economic reform. As the Economic Daily
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in Beijing reported on January 3, So far more than
6,000 enterprises have adopted the stock sharing system
and over 6 billion yuan has been raised. Securities
markets and trading have been on a trial run in major
cities too. In Shanghai where the system saw the best
progress, turnover for the first half of 1988 in its
securities market has already exceeded 80 million yuan,
though it is incomparably small amount in light of the
turnover of stock markets in western capitalist
countries.
Nevertheless, the stock sharing system in China
does not conform with that of capitalist economies. The
Economic Daily revealed the various forms of the system
including stockholding, or shareholding by partnership,
internal shareholding, community financing, financial
shareholding, composite shareholding, or even
shareholding by leasing and contract shareholding.
Despite that these are all classified as forms of stock
sharing system by China, they should be categorized as
bonds.
Instead of the dividend paid at the discretion of
Board of Directors, the return in stock sharing system
has already been set at a fixed percentage which is
normally higher than the interest rate of savings
deposit. In other words, a return on investment at no
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risk can be obtained. Being regarded as a tool for
saving by gaining dividend, the Chinese, once they have
purchased shares, seldom sell in the stock markets in
China.
Apart from the general lack of investment
knowledge among the populace of China, the deteriorating
inflation, especially since the lower half of past year,
has rekindled a desire to search for effective methods
to maintain their living of standard. The frenzied
purchase of hot commodities and light industrial
products has already turned to be a current method in
place to resist inflation. Without exception, the
purchase of stocks with guaranteed high dividend payout
will inevitably become a popular means among others.
The Characteristics of Stock Markets in PRC
Upon the support of Central Government and the
theoretical backup of the academic community, the
concept of stock sharing system was firstly tried in
some small to medium sized collective enterprises in
major cities since 1984. The coverage was gradually
extended to the large sized collective and state-owned
enterprises.
Support of Academic Community in PRC
Though theoretical support to the virtues and
merits of stock sharing system has been furnished by the
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academic community in Mainland China, the scholars as
well as the heads of many enterprises do not possess an
in-depth understanding of both the operational method of
an open trading stock market and its establishment. The
deficiency of necessary financial knowledge and the
related experience even leads to the confusion in the
function and identity of stocks and bonds.
Besides, the People's Bank is running short of the
necessary talents and experience to take up the role of
controlling as well as regulating a stock market.
Ingredients of Stock Markets in PRC
The current stock markets in PRC are actually
formed by a number of financial institutions including
the trust investment companies, Bank of China, Bank of
Agriculture, Bank of Construction and Bank of
Communication. Trading is proceeded on the counters of
these financial institutions while commission is levied
on part of both parties.
Except Sunday, the stock markets are open six day
each week. The purchase of shares issued are limited to
the multitude of China while foreigners are forbidden to
own any. Furthermore, the stocks in PRC are divided into
two categories, namely unit share and personal share.
The main difference between the two is that the face




Distinguished from the stocks in capitalist
economy, those stocks in PRC are guaranteed to pay a
fixed amount of dividend without bearing any risk. In
addition, the participants in the markets must obtain
the approval of related financial institutions in
setting the offer and bidding prices. Because of high
dividend payout, no risk, and low volume of circulation,
there is always only demand without supply in the
markets.
As analyzed foregoing, comparing with the stock
markets of Hong Kong and Western industrial countries,
the stock markets of PRC is still in its preliminary
stage of development in terms of the turnover, the
transfer of messages, and the amount of settlement.
Controversy over Ownership of Enterprises
With more frequent use of bond issuance rather
than stock issuance, the stock sharing system is far
more complicated than bond. It is inevitable to be
something to do with ownership. It is the largest
theoretical problem to introduce the concept of stock
issuance which is regarded as the typical products in
capitalist economy.
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On the other hand, the establishment of stock
sharing system will certainly imply the reporting
responsibility of the Managing Director to the Board of
Directors. If the enterprise is publicly listed, the
Managing Director even has to report to all the
shareholders. The authority of the communist secretary
in the enterprise will in no doubt be eroded resulting
in conflict and power struggle. Political reform seems
to be necessary so as to resolve all these problems. The
great inertia of ideology and resistance from parties of
vested interested created a great stumbling block to the
development of stock markets in PRC.
Views of Scrhnl ars in PRC
Nearly every proponent likes to dig out evidence
that Karl Marx himself had not only stood for fund
raising by issuing stocks but also admitted its positive
catalysis to the economic development. Furthermore, they
proposes to redefine state-owned enterprises saying that
once the state-owned capital has constituted a majority
of the total capital seizing firmly the control of the
company, this enterprise is still viewed as state-owned
no matter whether the minority of capital is private or
collective-owned.
Separation of Ownership and Authority of Management
The introduction of stock sharing system is the
first step to separate the ownership and authority of
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management with the aim to disconnect the enterprises
from administrative departments of Government forming an
independent business entity. With the target of
maximization of profit and benefit to the shareholders,
productivity is expected to be further pushed up while
the level of production technology can be upgraded.
Whereas both the management and rank and file are
allowed to own the stock of the enterprise, they are
expected to be more dedicated to their work.
Economic Effectiveness Expected to Realize
Upon the implementation of stock sharing system,
horizontal integration can be facilitated among
enterprises making use of scale of economy and
comparative advantages. Stock issuing, as an effective
means to tap fund from society, is able to direct the
fund to production and construction areas where a large
amount of investment is needed whereas inflation can be
suppressed.
The Proposal of Profit Sharing System
Owing to the fact that stock sharing system must
be related to problem of ownership, some managers of
enterprises and scholars actively recommend the profit
sharing scenario which mainly consists of two forms. In
the first one, the staff and workers can possess a
minority of stock of the enterprise. Apart from the
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wages paid, the employees are allowed to share a portion
of profit earned by the enterprise. In the second one,
the employees do not share any ownership but their wages
are paid according to operating performance of the
enterprise.
The idea of profit sharing is, in some sense,
similar to the bonus system of Japanese enterprises
which keep the basic salary to a subsistent level while
bonus will be issued based on the operating performance
of the enterprise. In line with the fate of the
enterprise, the workers will certainly have strong
incentive to work hard resulting in the pick-up of
productivity.
On the other hand, enterprises have not to
undertake heavy burden of wages outlay to pass safely
during economic recession whereas workers will not be
laid off. However, the concept of profit sharing do not
isolate the enterprises to be independent concerns which
are immune to any governmental influence.
[1] The Future of the Stock Sharing System in China,
Dr. Thomas Chan, The Securities Bulletin, January 1989,
p17.
[2] The Recent Development of Capital Market in China,




THE SHENZHEN STOCK EXCHANGE
Though the so called stocks issued in PRC are
actually fixed-rate redeemable bonds in disguised forms
and the so called stock exchanges are simply securities
trading counters attached to trust investment companies.
[1] The Shenzhen SEZ has recently taken significant
steps to show determination to open a real stock
exchange. The Government of Shenzhen revealed its
intention to launch a five-year plan to transplant Hong
Kong Laws to Shenzhen, including company laws and
regulations of securities. In the course of establishing
its own stock exchange, Shenzhen will also take into
account the organization and operation of Hong Kong
Stock Exchange as well as other aspects, such as the
intermediaries including the stockbrokers, merchant
banks, etc.
Participation of Sun Hung Kai Securities Ltd.
In November 1988, Shenzhen municipal government
formally appointed Sun Hung Kai Co. Ltd. as advisor to
Shenzhen's capital market development project. [2]
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Besides, the Shenzhen capital market leading group has
been formed to organize the Shenzhen stock exchange with
the technical support of a brain trust.
The securities regulations and company laws of
Shenzhen is on the way to be drafted. The coverage of
investigation is extended to securities regulations,
operation of stockbroking firms, the operation and
structures of both the stock and futures exchanges,
accounting practice, commercial practice and the views
of relevant financial departments of Hong Kong
Government. Translation of securities regulations is
actively proceeded at present.
Despite that the formation of stock exchange in
Shenzhen is in its rudimentary phase, substantial
progress has been made including the following [3]:-
i. The recognition of a stock exchange's
contribution to the development of Shenzhen's
economy
ii. The recognition of the fact that it is quite
feasible to develop a stock exchange in Shenzhen
iii. The formation of special groups within the
framework of the Shenzhen Government to take care
of the preparatory work, and
iv. The listing of two companies so far with more
to come soon.
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Light Trading of Stocks
While the Shenzhen stock market is still in its
cradle stage, the trading of the official securities
such as Treasury Bonds and financial bonds appears to be
quite active. The trading of stocks remains very dull.
This is mainly due to the immaturity of investment
consciousness and the preference of the investors to
receive dividends. This, together with the small scale
flotation of shares, has resulted in a market with light
trading where the buyers can hardly find any sellers.
Facing this problem, the municipal government of
Shenzhen and the People's Bank are educating the
populace with proper investment knowledge through the
mass media, and arranging seminars and training courses
for the staff members of financial institutions to
improve the people's common awareness of securities.
In spite of the only informal stock exchange, the
trading of Treasury Bonds, financial debentures, and
securities are quite active. To further stimulate the
market competition, the People's Bank has authorized the
Securities Section of Shenzhen Development Bank to
conduct securities operations. Other financial
institutions are also encouraged to take part in the
activities. The third company interested in securities
is the Shenzhen International Trust and Investment
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Company though it has not yet begun any operations. The
emergence of more intermediaries will surely sharpen
competition within the industry but it will be
substantially beneficial to the development of the
Shenzhen stock market.
A MILESTONE in SHENZHEN
The flotation of Wanke Enterprise Company
last year constituted a milestone in萬 科 企 業 股 份 有 限 公 司
the development. The way the shares were offered for
sale, the prospectus and the auditing procedures were
all patterned on Hong Kong models. The Articles of
Memorandum and related documents have been revised while
the prospectus was published on Shenzhen SEZ News in
line with the Hong Kong and international practice.
Another breakthrough is that it is the first time
allowing to subscribe for the RMB-denominated ordinary
shares.
Being a special economic zone with a preliminary
market economic base, it is known that Shenzhen has a
competitive edge over other localities in development a
stock exchange with the backing of Central Government
and the assistance of the Hong Kong Securities industry.
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Stumbling Blocks Emerging
In the course of establishing a stock exchange of
international standard, problems emerging have to be
solved beforehand.
i. The domestic securities regulations are still
rudimentary. Although the municipal government is
in full speed in preparing a set of appropriate
regulations, it will take time to meet the
international standards.
ii. Many of its commercial laws and regulations,
for example, the accounting regulations and
commercial law, are not well suited to the concept
of an independent listed company. In lack of
deficiency in laws and professional regulations,
the flotation of Wanke can be smoothly proceeded
based on the directives issued by the municipal
government as the legal foundation.
One legal controversy related to listing is
whether a company will be viewed, according to
the law of China, to be a joint venture when
foreign investors have owned larger than 25% of
shares issued. The sale of 25.3% of shares to
foreign companies in the flotation of Wanke put
forth a significant problem about the legal status
of Wanke.
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iii. A shortage of the vital ingredients of a
stock market, including listed companies,
intermediaries and a stock exchange, among other
things.
iv. The foreign exchange control is a painful
headache to the development of a stock exchange.
In case of the flotation of Wanke, Shenzhen
Foreign Exchange Control Bureau has promised that
the dividends and sale proceeds of shares bought
by foreigners with foreign exchange might be
converted into foreign exchange in the Foreign
Exchange Adjustment Centre and remitted
out of China. As the volume of trading increases
rapidly, the amount of foreign exchange needed to
be remitted in and out of China will definitely
reach a staggering high level. Shenzhen, with the
limited reserve of foreign exchange may not be
able to cope the inflow and outflow of enormous
amounts.
The Stock Exchange in Guangzhou
In parallel with the development or snenznen szocx
exchange, it is reported that the municipal government
of Guangzhou is actively planning to found a stock
exchange as the first step heading to a national stock
exchange. Though the people in securities industry do
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not feel optimistic with its success, it can seen that
developing one's own stock exchange has already become a
popular trend among the municipal and local governments
in Mainland China.
Prospectus of Flotation of Wanke Enterprise Limited
The whole process of flotation of Wanke has been
proceeded according to the Hong Kong models as close as
possible. Examining the prospectus of flotation, one may
find that Wanke has really tried to conform with Hong
Kong practice in the process. (Please see the appendices
for the prospectus of Wanke)
One will notice that the prospectus has explained
the legal foundation on which the flotation is made
whereas the terms and conditions in the issuance of
stock are also mentioned clearly. The capital paid up as
well as the types and distribution of different types of
shares are introduced in detail while the liabilities
that Wanke is undertaking are also included. In
addition, it indicates clearly the names and addresses
of various related parties such as accounting firm,
underwriters, financial advisor, and legal advisor.
Since shareholders will be interested in the
quality of management of the company, the qualification
and experience of senior management are narrated here. A
brief introduction of the activities and businesses in
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which Wanke is being involved is given so as to grant a
full picture of the company to the prospective
shareholders. Following is the brief report of the plan
to invest the capital gathered in this flotation with
the estimation of the outlook of activities. Finally,
financial data are presented including the projection of
profit and dividend, coupled with the report of
qualified accounting firm. The appendices pinpoints the
procedure and location for purchase of stock.
In conclusion, the flotation of stock of Wanke can
be regarded as the first time following the Hong Kong
models. One will notice that they have really done
something to meet the Hong Kong practice.
[1] A Silent Revolution-The Shenzhen Stock Market is
moving toward Regularity, The Securities Bulletin,
January 1989, P6.
[2] A co-planner of the Shenzhen Stock market-An
Interview with Mr. Tony Child, Executive Director of Sun
Hung Kai Securities Ltd., The Securities Bulletin,
January 1989, P10.
[3] Shenzhen: A Mini Stock Market, The Securities
Bulletin, January 1989, P13.
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CHAPTER VII
LISTING RULES OF HONG KONG STOCK EXCHANGE
Introduction
In order to protect investors and ensure
investors' confidence in listed securities, the Stock
Exchange of Hong Kong has laid down general principles
governing admission of securities to listing. Generally,
an applicant company should meet the underlying
qualifications for the listing of its securities.
i. A company must be a public company.
ii. The subject matter of the business of the
company must be of sufficient public interest.
iii. An initial aggregate market capitalization of
at least HK$50,000,000.00
iv. A minimum of 25% of securities must be
offered to the public.
v. Sufficient trading record of adequate duration
which is normally taken as 5 year. [1]
The above mentioned listing requirements are
fundamental principles, although not completely stated
here, which govern the official listing of securities.
These rules are suitable to apply to companies that
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have incorporated in Hong Kong. PRC enterprises, which
are not incorporated in Hong Kong, are regarded as
overseas companies. According to interpretation of
Exchange Listing Rules, the term Overseas Company
means a company incorporated outside Hong Kong. The
rules governing the listing of PRC enterprises which are
regarded as overseas companies will be different from
those applicable to companies incorporated in Hong Kong.
According to rules governing the listing of securities
of companies not incorporated in Hong Kong [2], there
are several important rules worth mentioning:
i. The securities should have a minimum market
offering value of HK$20,000,000.00
ii. An overseas company must have public interest
in order to have a listing or the securities
proposed to be offered must also have sufficient
interest.
iii. A minimum percentage of the issue share
capital must be offered locally and his minimum
percentage shall be determined by the Listing
Committee.
iv. If the securities have already listed on other
recognized Stock Exchange, approval should
normally been given and the proportion to be
offered in Hong Kong shall be offered through
underwriters or international underwriters.
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v. There should normally have facilities for share
transfers to be registered locally
Proposed Changes to the Rules Governing
the Listing of Securities
In order to tighten the regulation governing the
listing of securities and listed companies, the Stock
Exchange of Hong Kong has proposed some important
changes to the listing rules in October, 1988 and the
proposal has been undergoing a three month consultation
period seeking comments and advice from relevant
professional bodies and associations such as the Hong
Kong Association of Bank, Hong Kong Society of
Accountants and the Law Society of Hong Kong.
According to the third edition 1989 Rules
Governing the Listing of Securities, a basic
distinction has been introduced between overseas
companies. That is, overseas companies are classified
into two types (i) those overseas companies seeking a
primary listing in Hong Kong (ii) those whose primary
listing is to be elsewhere. The first type are treated
mainly as if they were Hong kong companies whereas the
second type have a number of concessions.[3]
Besides, there are additional requirements
applying to a overseas company, the important ones are:
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i. The Listing Committee has the absolute right to
refuse an overseas company's listing of securities
if the committee is not satisfied that the company
is incorporated or established in a suitable
jurisdiction.
ii. If an overseas company's primary listing is
another Stock Exchange, permission to be listed
must first be granted in that exchange before the
Stock Exchange of Hong Kong can grant the right to
list.
iii. Securities with an expected market
capitalization of at least HK$30,000,000.00 must
be offered locally in the listing.
Thus, we can see that the new proposed listing
rules aims at tightening rules of listing. In other
words, the Stock Exchange of Hong Kong's is determined
to exert increasing regulating forces on listed
companies and overseas companies applying for listing in
Hong Kong.
Difficulties of PRC Enterprises To
Fulfill The Listing Rules
To the PRC enterprises, the new proposed
Exchange Listing Rules will mean more harsh to fulfill.
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Basically, we can see that PRC enterprises have major
difficulties in the fulfillment of the Listing Rules
applicable to Overseas companies in the following
asnects
i. the listing of PRC enterprises may not satisfy
the Listing Committee's requirement of public
interest. The term public interest has several
meanings. A company seeking listing on the
Exchange is said to have public interest if the
company's securities are to be offered through
underwriters in Hong Kong or international
underwriters. Or in another sense, public interest
may mean the business of the company
to be listed is related to Hong Kong or recognized
by the public.
ii. The listing of PRC enterprises may not satisfy
the Listing Committee's requirements of company
incorporated in a suitable jurisdiction because
the laws of Hong Kong are different from those of
China.
iii. PRC enterprises applying for listing for the
first time must normally have a five-year trading
record. This requirement is explicitly stated in
the Proposed Exchange Listing Rules.
As a corollary, with the tightened Exchange
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Listing Rules and the difficulties in fulfillment of the
listing rules by PRC enterprises, it is expected that
not many PRC enterprises will be qualified for listing
in the local stock market in the coming years.
[1] Chapter 2 General Principles Governing Admission of
Securities to Listing Rules Governing the Official
Listing of Securities Second Edition June 1986.
[2] Chapter 9 Overseas Companies Listing of
securities of companies not incorporated in Hong Kong-
Preliminary Rules Governing the Official Listing of
Securities Second Edition June 1986.





This chapter presents the different opinions from
different kinds of personnel we have interviewed with
concerning the study.
Although the interviewees have mentioned that
their opinions were just personal opinions, these kinds
of suggestions and opinions proved invaluable in the
exploration of this study.
I. Interviewee: Mr. Zhang Chang Mou
Vice President and Executive Director Shanghai
Industrial Investment Co.,Ltd.(SIIC) 上 海 寶 業
In order to explore in-depth the problems of
listing PRC enterprises on Hong Kong Stock Market, we
have interviewed with the SIIC. The purpose of the
interview is to tap the company's opinion on this issue
from the point of view of a locally registered PRC
enterprise.
Shanghai Industrial Investment Co Ltd. is a locally
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registered PRC enterprise and has registered in Hong
Kong since 1981. The aims of SIIC, as stated in its
company report, are:
(1) To serve for the modernization construction of China
and in particular Shanghai
(2) To serve for the prosperity and stability of Hong
Kong
(3) To serve for the strengthening of the economic ties
between Shanghai and Hong Kong other countries
The business of SIIC covers a wide range spectrum
from import and export trade to the establishment of
joint ventures in Shanghai. There are many enterprises
under the administration of SIIC both in Hong Kong and
Shanghai such as Nanyang Brothers Tobacco Company Ltd.
the Tien Chu Ve-Tsin Chemical南 洋 兄 弟 烟 草 公 司
天 厨 味 精 化 學 工 業 ana the wing ratIndustries(HK) Ltd.
Thus, SIIC has heavilyPrinting Co.,Ltd.
invested in Hong Kong and Shanghai and it has high
potential and capability to be listed in the Hong kong
stock market. The opinion on this issue from the
management of this company thus would provide very
useful information and constructive direction to solve
the problems incurred.
According to Mr. Zhang Chang Mou, Vice President
and Executive Director of SIIC, there are several
永 發 印 務
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important problems incurred from the issue. Firstly, the
conflict between state-owned enterprise system and
public ownership system must be solved in order to
facilitate the listing of PRC enterprises. The second
problem is a legal one. PRC enterprises have to meet
requirements of company law in Hong Kong and the listing
agreement with the Stock Exchange. Thirdly, the problem
of foreign exchange control and inconvertibility of
Reminbi both pose serious problems for PRC enterprises
to list in Hong kong. Lastly, the different accounting
systems between China and Hong Kong and the
international accountancy standards required by the
Exchange also must be solved before the listing.
With regard to types of PRC enterprises that are
more suitable to list in the Hong Kong Stock Exchange,
Mr. Zhang has identified the following types of
enterprises:
i. Export-oriented enterprises with large amount of
foreign exchange (i.e. high capability to generate and
obtain foreign exchange)
ii. Those enterprises with high development potential such
as those with high-tech skills
iii. Those enterprises that produce products with wide
international recognition and reputation. For example,
the famous Phoenix brand bicycle.
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The listing of PRC enterprises, not only provides
the enterprises an effective and cost-reduction means of
tapping public funds, but also benefits foreign
investors who have investment interests in PRC
enterprises. These foreign investors (include Hong Kong
businessmen) can easily invest in China through the
buying of the shares of listed PRC enterprises and
withdraw their interests by selling in the stock market.
Method of PRC enterprises to list
on Hong Kong Stock Market at the present stage
At present, there is still no pure PRC enterprise
being listed on the Hong Kong Stock Market. The time is
still not ready for such movement. In this transition
period, the most appropriate method, as mentioned by Mr.
Zhang, is by the injection of capital into a PRC
capital-owned Hong Kong company and apply for listing.
II. Tnterviewee: Manaaer
加 拿 大 皇 家 信 迁Royal Trust (HK) Ltd.
In the interview wizn professlonal in varions
industries, several points have been highlighted and
brought to our concern. According to a professional
merchant banker in Royal Trust (HK) Limited who
Corporate Finance
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requested to remain anonymous, the accounting problems
are most significant due to the substandard of
accounting and auditing practiced in PRC. The
unavailability of relevant raw financial data makes it
impossible to trace back the financial situation in the
past five years.
Furthermore, meeting the requirements for listing
in Hong Kong Stock Exchange is extremely difficult to
the PRC enterprises. Many enterprises in Hong Kong even
do not exactly know the listing requirements resulting
in failure in application of listing. On the other hand,
the listing regulations are too vague that outsiders are
not able to recognize the feasibility of listing of
their businesses. It seems that only the experienced
people in this field do precisely understand the
implicit requirements of the Listing Committee. That may
be the reason causing the recent revision of the listing
requlations to enhance the content in more details.
III. Interviewee: Mr. Chang Kim-hung （ 張 劍 雄 ）
Chief Editor
Hong Kong Economic Time （ 經 濟 日 報 ）
Mr. Cheung Kim-hung, cnier eaitor or nong pony
economic Times pointed out that the listing of PRC in
Local stock exchange seems to be impossible in the long
run. The emerging of stock sharing companies is the
natural product of economic development. Mutual holding
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or sale of shares to trading partners to secure business
relationship as well as private sale among friends are
the initial phase heading to listing. When society has
been accustomed to stock sharing, then listing can be
considered. However, PRC should develop its stock
exchange and have companies listed before proceeding to
apply for listing in Hong Kong because, for the time
being, PRC enterprises hardly meet the listing
requirements of Hong Kong Stock Exchange.
Favourable Geographic Location Of Shenzhen
Both interviewees believed that Shenzhen possess
the best conditions to develop a stock exchange of
international standard for the freedom enjoyed as a SEZ
in the vicinity of Hong Kong. Compared with the methods
of acquiring listing status by the HK-PRC enterprises,
listing of PRC firms directly in Hong Kong Stock
Exchange is the least feasible way. The methods
foregoing would be discussed together in the analysis of
the result of questionnaire survey.
Lack of Confidence Of Investors
Another point of significance is that local
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investors may not be confident of the PRC enterprises.
Among a large number of choices, it is no reason to
invest in the unfamiliar firms. On the contrary, the
international institutional investors may be keen on the
opportunity of investing in China by purchasing shares
of PRC enterprises. As long as the investment is
profitable, it is optimistic that the local investors
will join the line to purchase regardless of the origin
of country of the companies.
邱 小 菲IV. Interviewee: Miss Sylvia Yau
Managing Director
Sun Hung Kai Investment Co.
Sun Hung Kai Investment Co is the advisor of the
in its public stocks issuEWenke Enterprise
early this year and also of the Shenzhen municipal
government in the reform of Shenzhen stock market. Miss
Yau is one of the key person in charge of these affairs.
Her view about the floatation of PRC enterprises is
quite positive. The effect of this issue on the Hongkong
market and PRC enterprises, according to her view, is
also on the positive side. The most critical problem of
floatation is the lack of a comprehensive company law in
China and the identity of a state-owned enterprises
after issue of public shares in the economic system of
China. She believed that the underwriting of PRC shares
萬 科 企 業
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would not encounter much problems as the foreign
corporate investors were very keen on direct investment
in China securities which is not available in the
current market. She was reserved on the direct
application method and considered it to be premature
under current circumstances. Concerning which business
type or characteristic would command more favourable
terms, she opined that the export-oriented manufacturing
company with raw materials supplied from within and the
service industry which targeted at foreign visitors were
among the top priorities.
V. Interviewee: Mr. Xie Sen 謝 森
Manaaina Director
Guanaiee Securities Co Ltd. 廣 利 證 券
Mr. Xie is one of the members on the conference
concerned by Stock Exchange on the feasibility of PRC
enterprises floatation in the Stock Market. Mr. Xie Zen
considered the Sharing system prevailing in China was
still on the elementary stage. Conflict between state
ownership and equity sharing has yet to be resolved. The
standard of management in most PRC enterprises cannot
yet meet the Hongkong standard. And under the
supervisory unit's supervision, the autonomy in
management and entrepreneurial decision is very limited.
He was also concerned about the confidence of the
Hongkong investors towards the PRC shares. The effect
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would run down the drain if the response of investors to
PRC shares is not promising enough. Pertaining to this
aspect, Mr. Xie advised that the PRC enterprises that
had closer relationship with HK would stand a better
chance in establishing investors' confidence. In respect
of the business type question, he personally considered
the export-oriented business with a nature more familiar
to the HK investors were better place in getting
listing.
VI. Interviewee: Mr. David Roads
Consultant
Stock Exchange of Hong Kong Limited
Mr. William Woods
Legal Advisor
Stock Exchange of Hong Kong Limited
The interview with Mr. David Roads and Mr. William
Woods of Hong Kong Stock Exchange enables us to have an
idea about the viewpoint of HKSE on this issue. Being
the Consultant and Legal Advisor of HKSE, Mr. Roads and
Mr. Woods have kindly furnished us their invaluable
opinions about this matter.
Legal Problems
They both admitted that the lack or well
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established company law and securities regulations were
the main obstacles on the way to list PRC enterprises
directly in HKSE. The interests of minority investors
would be unable to be protected properly. In order to
avoid these problems, the most feasible solution was to
take a holding company registered in Hong Kong and apply
for its listing in Hong Kong.
Conflict of Ownership
The gap between state-owned and private-owned after
listing is another point of concern. Nevertheless. Mr.
Woods pointed out that PRC Government could retain a
lion share of stock while no investor was allowed to own
too large stake of stock. The State would still firmly
grasp the control of the enterprises.
Legislations could be promulgated to allow the
State special voting power in the general meeting of
shareholders avoiding the loss of control to other
foreign investors. Conditions in corporate constitution
to delineate the authority of the State could also reach
the same result.
Other Stumbling Blocks
Besides, the failure of PRC accounting standards to
meet the requirements of Hong Kong was another setback
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of the issue. Many PRC enterprises were unable to
produce a five year track record for examination due to
incomplete record of accounting data. The habit of
keeping everything confidential also explained in part
their reluntance to disclose information. On the other
hand, the enterprises in PRC did not possess the
authority to sack management and workers for bad
performance. Finally the direct control of PRC
Government would certainly erode the authority of
shareholders over the enterprises.
Among all these problems, the everchanging economic
policy and the inadequate legal protection were the
foremost ones leading to the failure of listing in Hong
Kong while the accounting discrimination should be
investigated in the senior priority. However, the later
one was able to be surmounted by inviting a qualified
accounting firm to keep track of the accounting data.
Besides, the management should be educated to adopt an
open-minded attitude toward the disclosure of
information to public.
Interest or investors
The purchase of shares of PRC enterprises was
definitely a safer way to invest in PRC comparing with
direct investment. Generally speaking, investors would
52
be interested in this idea. Mr. Roads pinpointed that
prior to listing in HKSE, HKSE must be convinced that
there was public interest in the enterprise. Poll and
survey might be conducted to confirm the general
opinions in the market.
Shortage of Foreign Exchange inPRC
Mr. Woods highlighted that the forex shortage in
PRC might be inherent difficulty to the issue,
especially in the payment of dividend and capital gain
to foreign investors who would remit the gain out of
China. Foreign Exchange Adjustment Centre was a possible
channel to convert the soft currency, RMB to foreign
currency.
Appropriate Types of Businesses to Be Listed
In view of the suitable types of businesses to be
listed, Mr. Roads stated that hotels and agricultural
product industry were the two appropriate candidates for
listing. The former with a capability to generate
foreign exchange would not face the forex problem while
the prospect of joint ventures producing agricultural
products was promising. Mr. Roads believed that as PRC
was aiming at stepping up the agricultural production
and industrial productivity, agricultural products
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should be a prospective industry in the future.
Mr. Roads held that the direct listing of PRC
enterprises seemed to be impossible in the near future.
However, he stressed that the failure was not
attributable to the identity of these enterprises as PRC
firms but they were really unable to meet the listing
requirements of HKSE. Generally speaking, the listing of
PRC enterprises in Hong Kong was something good to local
economy to reinforce its reputation of an international
financial centre. Mr. Roads believed with confidence




PROBLEMS INVOLVED IN THE LISTING OF PRC ENTERPRISES
IN THE STOCK EXCHANGE OF HONG KONG
In chapter VIII, we have presented the opinions of
people in different fields of business concerning this
study. In this chapter, we will further discuss the
major problems faced by PRC enterprises in the listing
of securities on the stock exchange of Hong Kong.
Legal Problem
Legal Aspects of Floatation of Chinese Enterprises
Introduction
One of the concerns that the interviewees havE
brought to our attention is the rather incomprehensivE
set of economic law systems now practiced in PRC. The
HKSE would have difficulties to convince themselves thai
the interest of the minority investors are being fully
addressed by the management of PRC enterprises who havE
not exposed to the western capitalistic management stylE
and there is no legal coverage on the interest of small
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investors.
In this section, we shall attempt to outline the
present economic legal system of PRC and its implication
on the floatation of Chinese enterprises in HKSE.
Chinas Economic Law In Context
In 1985, the Head of the Economic Legislation
Centre of the State Council, Gu Ming, described the
Chinese conception of Law in these terms: Every
country has its own national policy. What is called law
is the specification of the national policy and economic
law is the specification of economic policy. [1]
The conception of law as the specification of
national policy takes its inspiration from the Leninist
view of law as politics law is seen as a tool of
socialist modernization. Thus, superimposed on
traditional Chinese legal values since the revolution of
1949 have been legal concepts based on communist
ideology initially derived from the Soviet model.
The two major forms of business entities that is
pertinent to our study is the traditional Chinese
enterprises that do. not have foreign equity
participation i.e. State and collective enterprises, and
enterprises that have foreign investment i.e. equity
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point-ventures and contractual joint-ventures. Below we
shall inspect the present economic laws and regulations
that govern the two form of enterprises.
Traditional Chinese Enterprises
enterprises in mina toaay are preaominanciy in the
form of State or collective ownership. Their operations,
administratively controlled by the State for more than
30 years, are changing dramatically as a result of
China's greater reliance on market forces and the
growing separation of business and administrative
According to Article 41 of China's General
Principles of Civil Law, passed in 1987, State and
collective enterprises are considered enterprises
legal person. [2]
Although the term company (or corporation) is
now in vogue among both State and collective
enterprises, its legal implications remain unclear until
China adopts a company law. A proposed company law is
expected to address consideration for some time. The
only existing legal definition of a company in China is
found in 1985 Provisional Regulations on Registration
and Control of Companies. These regulations define
companies as economic entities engaged in production
functions.
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operation or service businesses which are established in
accordance with procedure in these regulations, have
independent assets, are autonomous in management, solely
responsible for profit and loss, and undertake economic
responsibility in accordance with law. But this
imprecise definition does not explain why entities might
prefer, as a legal matter, to register as companies
rather than as enterprises as many are now doing.
In line with the socialist modernization policy of
PRC, the responsibility system introduced the concept
that given the enterprise has fulfilled the
responsibility set by their supervisory unit (usually
the government department in charge), the enterprise is
given right to purchase goods, supplement product,
determine the price of the products and a larger freedom
in internal management. But it must still accept
supervision from the local people's government in such
matters as public security, fire prevention, land
acquisition and sourcing local supplies.
In China's planned economy, an enterprise's
relationship to its supervisory unit is crucial. All
enterprises in China must report to some supervisory
unit, usually a bureau within an industrial ministry
that supervises factories. The supervisory unit is
empowered to approve long-term program, annual plan and
58
appointment of higher-level management and production,
and determine the enterprises' product orientation a
scale of production, and arrange the supply of inputs
and sales of output under plan. Most significant from a
legal perspective is the stipulation that the decisions
of a supervisory unit are binding on the enterprise,
although the enterprise is free to propose changes. The
supervisory unit, in return, bears economic and legal
responsibility for its errors that harm the enterprise.
Legislation on stock issue administration
on PRC enterprises
Returning to issue of stock issue, in the absence
of national legislation governing stock transactions,
experimentation is going on in accordance with local
rules. State enterprises in Guangzhou, Chongqing, Wuhan,
Shenyang, and Changzhou can now issue dividend-bearing
stocks directly to other businesses and individuals,
with the approval of People's Bank of China. In Fall
1986, Guangdong Province, the city of Xiamen, and Hunan
Province all passed regulations governing management of
stocks and bonds. The Provisional Measures of Guangdong
Province for the Administration of Stocks and Bonds
promulgated in 1986 may throw some light on the general
policy on Stocks administration of State and collective
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enterprises.
According to the regulations, the China People
Bank's Guangdong Branch is the authorized administrative
institution in issue of stocks and other related matters
within the province.
The incorporators are also required to obtain not
less than 30% of the issued shares and the amount of
issued shares should not constitute more than 49% of the
total asset value. This stipulation is in line with the
Hong Kong listing rules which require a minimum of 25%
of securities must be offered to the public.
The regulations also impose a ceiling for
dividend payment not exceeding the one-year, fixed-rate
deposits interest rate provided by the bank by 20%. This
stipulation may have the effect of reducing the
attractiveness of PRC enterprise shares when the rates
of return on other investment instruments are higher
than that rate.
Le islation on stock issue administration
on Joint-Ventures
The stock administration of Sino-Foreign Joint
Ventures has been addressed in the Regulations on
Foreign Companies of the Guangdong Special Economic
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Zones which started to effect since January 1, 1987.[3]
The Regulations envisage that, after fulfilling a
25% subscription rule of incorporators, a company may
invite subscriptions from the public. But the disclosure
requirements governing the prospectus of offering
document are rather sketchy. While the prospectus must
disclose the company's total stated capital, the size of
the offer apparently need not be revealed. This
restriction is obviously too loose to reach the
standards of Hong Kong listing rules and underscores one
major difference of the two systems.
The Regulations place no limit or the number of
shares a company may issue or the number of shareholders
it may have.
Even more important, the Regulations specify that
shares may be offered to PRC entities and foreign
investors. Apart from the requirement that at least half
of the incorporators come from the Guangdong SEZs, there
are no other restrictions on the nationality or domicile
of the shareholders. The implication of this regulation
provide liberty to issue shares to foreign investors and
possibility of trading of part of shares in foreign
stock market.
All shares are freely transferable with two
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exceptions. Incorporator cannot transfer shares during
the first year, and any shares transferred by directors
must be approved by the board.
Conclusions
In wrapping up this section, it should be noted
that the PRC rules and regulations on stocks listing and
the sharing systems are still primitive and way below
the standards of advanced country. The problems related
to Chinese state enterprises are more severe than that
related to Chinese-foreign enterprises or private
enterprises that are incorporated by public individuals.
So, we can expect to see the later forms to be the first
group of Chinese Enterprises listed on Hong Kong Stock
Exchange, if the conditions are suitable.
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Accounting Problem
Different Accounting and Auditing Systems
between Hong Kong and China
One of the major problems facing direct PRC
enterprises listings on the Stock Exchange of Hong Kong
is the existence of the different accounting and
auditing systems between Hong Kong and China. Basically,
the listing rules governing the listing in the Stock
Exchange of Hong Kong are supported and backed by
international accounting standards of Hong Kong. The
Stock Exchange of Hong Kong also requires a company not
incorporated in Hong Kong to submit accounts audited by
independent professionally qualified auditors to a
standard equivalent to that imposed on auditors in Hong
Kong.
These requirements are fundamental to investors in
their assessment of the financial performance of the
company over the years immediately prior to listing.
That means if a PRC enterprise want to apply for listing
in the Stock Exchange of Hong Kong, its financial
statements and accounts must fulfill the accounting
standards of Hong Kong. Due to the different accounting
and auditing systems and the general sub-standard in
accounting system of China, the accounting and auditing
problems are technical problems to be solved before a
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PRC enterprise can be listed in the Stock Exchange of
Hong Kong.
Some Facts about the Accounting System of China
Generally speaking, the accounting system of China
is established on her economic system and governmental
policy. In China, government policy determines an
enterprise's major accounting system. Thus, there are
different accounting systems and principles in respect
to different types of enterprises.
For stated-owned enterprises, they must follow the
accounting rules laid down by Government. However, for
collective-ownership enterprises, their accounting
system is different and must follow the laws and
regulations of the Government. The third type accounting
system and rules are specially used for Sino-foreign
joint ventures established within the territory of
China. For example, the accounting regulations of the
People's Republic of China for the Joint Ventures using
Chinese and Foreign Investment was promulgated on Mar 4,
85 by the Ministry of Finance.
We can see that the accounting system of China has
the characteristic of implementation of government
policy. That means an enterprise must follow closely
with the Government's economic policy in the design and
64
implementation of accounting policies. This has hampered
the development of China's accounting system in the
direction of international standard. The current
accounting system in China needs further improvement in
order to meet international standards so that PRC
enterprises applying for listing in Stock Exchange of
Hong Kong can meet the Exchange's listing rules.
To meet international accounting standards means
that the accounting principles and rules are in
compliance with the accounting standards issued by the
International Accounting Standard Committee(IASC). IASC
was formed in June 1973 as a result of an agreement
entered into by leading professional accounting bodies.
The objectives of IASC is to formulate and publish in
the public interest accounting standards to be observed
in the presentation of financial statements and to
promote worldwide acceptance. In fact, the Standard
Statement of Accounting Principles(SSAP) of Hong Kong
Society of Accountants are in compliance with the
accounting standards issued by IASC. Thus, if the
accounting standards of China can comply with IASC, then
PRC enterprises will have no difficulties to meet the




With regard to the auditing problem, the auditing
standard of China is still lacking a systemic,
standardized framework and is highly influenced by
government's policy. In applying for a listing, a PRC
enterprise has to submit accounting reports conforming
with accounting standards acceptable to the Listing
Committee which will mean normally be at least the
international accounting standards promulgated by IASC
and the accounts must have been audited to a standard
comparable to that required in Hong Kong.
The auditing standards of Hong Kong are governed by
the Auditing Standard Auditing Guidelines. Auditing
Standards prescribe the basic principles and practices
for an accountant to follow in auditing. According to
the Application of auditing standard overseas,
financial statements prepared in overseas territories
are solely for local purposes where different
requirements of law or of general practice prevail. The
audit of overseas entity should conform to Auditing
Standard in order to ensure that the audit of the Hong




Although the problems of accounting and auditing
are among those problems to be solved before PRC
enterprises can be listed in the Stock Exchange of Hong
Kong. However, our interviews with many Hong Kong's
professional accountants who are actively involved in
the provision of accounting services to many PRC
enterprises which are mainly Joint Ventures confirm the
fact that accounting and auditing problems are just
technical problems, but these problems are not
insurmountable. The reason behind this fact is that many
PRC enterprises are in the nature of Sino-foreign joint
ventures. With regard to accounting standard, these
Joint Ventures have already operated to a fair standard.
At present, the accounting system and policies of Sino-
foreign joint ventures are regulated by the Accounting
Regulations of the PRC for the Joint Venture Using
Chinese and Foreign Investment, and these regulations
are in accordance with the provisions laid down in The
Law of the PRC on joint Ventures Using Chinese and
Foreign Investment and The Income tax law of the PRC
concerning Joint Ventures with Chinese and Foreign
Investment. Thus, it is not a very serious technical
problem to solve with regard to the different accounting
system especially when the PRC enterprise is a joint
venture. It is only a matter of time before other PRC
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enterprises reach a similar standard comparable with
Joint Ventures.
Besides, in recent years, with the continued Open
Door Policy adopted by China, many famous professional
accounting firms have already established their
representative offices in Special Economic Zones and
major cities. For example, Peat Marwick, Mitchell Co,
Coopers Lybrand, Price Waterhouse, Arthur Young,
Arthur Andersen have set up offices in Peking, Shanghai
and Guangzhou. They have contributed invaluable
accounting knowledge and services to improve China's
accounting standard. Therefore, it can be seen that the
accounting standard of China is gradually improving in a




As soon as the socialist system is to be
maintained, the question is how to incorporate stock
sharing system into the current system without any
conflict in ownership. This issue is inevitably critical
in the listing of PRC enterprises in Hong Kong Stock
Market. Majority of capital can be held on the hand of
the Government. While the Government still grasp firmly
the control of the company, it can be regarded as a
state-owned enterprise.
With a step ahead, though less than 50% of capital
is state-owned, once the other shares are evenly
distributed among numerous small investors, the state
can still maintain its control with the advantages as
follows. [4]
i. Less capital is needed to control a company.
ii. The release of Government's heavy burden of
investing directly in enterprises.
however, one objective of the stock sharing system
is to disconnect the operation of enterprises from the
governmental interference. The governmental departments
should not influence the enterprises in its daily
operation through the stock sharing system. One of the
suggestions is to establish the state-owned capital
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Bureau which is responsible to manage and keep an
watchful eye on the stock sharing enterprises. Other
suggestions includes the founding of a number of State-
owned Capital Funds with the objective of profit
maximization.
The representatives of these organizations are
then appointed to be directors of the companies. The
managing director is entirely responsible for daily
operation together with reporting to Board of Directors
periodically. The general meeting of stockholders
possesses the highest authority to make any decision
related to the company. As a result, the companies turn
to be independent entities with their corporate
objectives. Overally speaking, the rationale is to
minimize the governmental intervention while the state-
owned capital can be managed in a profitable way.
Nevertheless, in light of the China Government
still firmly grasping the control, local and foreign
investors may not be interested in a company in which
their interest may be ignored when the enterprises have
to be consistent with the policy of Government. In line
with the doctrine that only the enterprises with the
majority of capital held by China Government can be
viewed as state-owned, the state can hold preference
stock rather than ordinary stock without interfering the
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independent role of companies. Besides, it seems right
now impossible to have any breakthrough in theory in
privatization of state-owned enterprises.
The Production-oriented Preoccupation
While the stubborn concept of sharenolaers
exploiting the surplus value of workers in companies is
strongly rooted in mind, many cannot accept the idea
that a speculator can gain profit without doing any
productive work. So far, they do not understand the role
of speculators in a stock market. Their resistance to
speculation exerts a certain pressure on the emergence
of a stock market similar to those in capitalist
countries in nature.
Adaptability
Being accustomed to central planning economy, the
officials of both governmental departments and
enterprises have already been used to the superior-
subordinate relationship between them. Once the listing
of enterprises is implemented, the superior of the
managers will no longer be the communist party or
government departments but a large number of
stockholders.
With the enterprises being independent entities
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facing the everchanging economic environment, the
managers of enterprises may not be willing to switch
from the steady operation mode protected under the state
economic plan to a new one with an unknown prospect.
This feeling of worry is even more serious if this
enterprise is listed in Hong Kong being influenced by
the Hong Kong investors who are viewed as outsiders by
the multitude of China.
Problem Of Evaluation Of Assets
In the absence of a free market, evaluation of
assets turns to be another problem. The most common
practice is the summons of accountants and experienced
personnel in that industry to evaluate the value of
assets. By and large, any method of evaluation will only
reach artificial figures which, unlike prices in a free
market, is unable to convey the messages about the
expectation of the market. The difference in value may
be realized when the enterprise is liquidated or a part
of business is sold to other enterprises.
In view of the lack of suitable regulations and
rules for smooth operation of companies, listing in
foreign stock market seems to be a more feasible way to
tap fund-in foreign exchange and to gain experience in
the course of listing. Whether to be listed in PRC and
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Ability to pay Dividend in Foreign currencies
Introduction
The balance between income and expense in foreign
currency is a crucial issue in the floatation in HK
stock market as dividend payment is stipulated by HKSE
to be either in Hongkong Dollars or other currencies
that are freely convertible. As we know, Chinese
currency (Reminbi) are not readily interchangeable with
other currencies in the world market. Chinese law
prohibits the export of Reminbi without authorization.
This section is devoted to study the root of the problem
and in the most dependable way to obtain foreign
exchange.
The Root of the Problem
The problem is common among Foreign Investment
Enterprises which are obliged to repatriate their
earnings in forex. The local enterprises do not
experience the problem in general as they normally
source their supply locally and pay the labour in local
currency. However, in case that a local enterprises
contemplate to float abroad, the problem is common to
- h Am wP_ 1 1_
Chinese enterprises or joint ventures which source
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a reign percentage of their production inputs overseas
face this problem most severely. It is often the case
that Chinese suppliers cannot yet meet their
specifications and qualified standards, or at least are
unwilling to take the necessary steps to meet these high
standards for an small orders.
Another major cause is when the Chinese
enterprises or joint ventures target its production
primarily at the vast China market. Exporting even a
portion of their output is often impossible if worldwide
overcapacity exists in the industry or if the project is
making intermediate goods used by Chinese factories as
inputs for a finished product. These types of product
only furnishes RMBs.
The enterprises that can cope with this problem
will be those that export a high percentage of their
products or those service industries e.g. hotels and
tourist industries that serve mainly foreigners.
Otherwise, the enterprises will have to resort to other
methods e.g. foreign exchange adjustment centres in
Shenzhen or Shanghai. The rates of swaps are dictated by
market forces. Given the great demand for foreign
exchange, nearly all transactions are made at premium
over the current official exchange rate.
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Companies are allowed to negotiated their own
deals, but all transaction must be approved by the State
Administration of Exchange Control. The Control uses its
position to keep a ceiling rate of roughly 6RMB:$l and
has reportedly denied approval to proposed transactions
above this rate.
The enterprises concerned can meet their immediate
needs, but at a cost of substantially reducing or
eliminating profitability. Only in a few cases can a
manufacturer absorb the premium.
Conclusion
As a conclusion, the methods are eitner
expensive (swapping) or have limited applicability
(direct foreign exchange sales). Some of the government
assistance available to foreign investment enterprises
are not accessible to State and collective enterprises
which bars the later enterprises from gaining enough
foreign exchange. All in all, the export oriented
companies that have their supplies from China have
distinct advantage insofar as the foreign exchange is
concerned. Service businesses that cater to foreigners
are also abundant in foreign currency. In the
foreseeable future, exporting continues to be the best
way to assure themselves a constant supply of foreign
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exchange while China's currency remains inconvertible.
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Problem of Confidence
The Absence of Confidence of Investors
Assuming that the problems emerging in the course
of listing of PRC enterprise in Hong Kong Stock Exchange
are all resolved, the local as well as the foreign
investors may not be confident of an PRC enterprise
which is unfamiliar to them. The sources of lack of
nnnfidPnnP may hP summarized as follows:
Incompetent Management
As long as an investor intends to invest in an
enterprise, he must be confident of the management of
that enterprise believing that the management team have
the required experience, knowledge, know-how and
management skills to run the enterprise in a profitable
way. Being well known for its notorious inefficiency,
bureaucracy, ignorance of professional knowledge and
close minded management style, the PRC enterprises are
really hard, for the time being, to change the
impression of investors towards them.
Unavailability of Track Record of Past Five years
Another one of investors' concerns is the past
performance and profitability of the enterprises. Since
the accounting system of Mainland China is different
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from that currently practiced in Hong Kong, financial
statements prepared by PRC accounting principles will
not be accepted by local investors. Although the PRC
enterprises can invite Hong Kong or international
accounting firms to prepare necessary statements,
unavailability of financial data in past few years,
especially the past five years, will definitely hinder
the enterprise to be listed in Hong Kong. The only
answer to this problem is to invite locally qualified
accounting firms to keep track of the financial records
for five years so that the operating performance can be
revealed to the public and Stock Exchange.
Outlook Of Profitability
In addition, the most concern of investors is the
projection of future performance and profitability. In
case of export-oriented business, investors may worry
its ability to compete in the international market. In
the domestic market, competition is also very keen
because profitable business will certainly attract new
Pntrants to the market.
Fear Of Governmental Intervention
Facing the economic turmoil in recent years, PRC
government still likes to change its economic policy
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heavily dependent of administrative directives rather
than economic means. The shade of governmental influence
and control further scare the investors who are afraid
of their interest to be neglected.
Regarding the opinion of the interviewees,
especially those in merchant banking and securities
industry, there is a general consensus that many foreign
institutional investors are strongly interested in
finding ways to invest in China. Realizing the high risk
of direct investment in China, the purchase of stock of
PRC enterprises provides them with an indirect way to
invest in profitable PRC enterprises without bearing
much risk. Although foreign investors are eager to
invest, their final decision still depend heavily on
whether PRC can provide an good package to offer.
[1] Robert L Pritchard. China's Economic Law in
Context. International Business Lawyer, October 1988,
p333.
[2] Natalie G. Lichtenstein. Law and the Enterprise.
The China Business Review, March-April 1988 ,p19.
[3] Alexa Lam. Foreign Corporate Identity. The China
Business Review, March-April 1987, p45.
[4] Stock Sharing System and the Separation of





The analysis methodology has already been explained
under the previous section of Research Methodology. Out
of the 68 questionnaires distributed, 24 were received
before 3rd April giving a pretty high response rate of
35.3%. The composition pattern of the received
questionnaires in respect of the four informant
categories are as follows:
Rec'dTotal
221. Stock Exchange Securities Commission
352. Accounting Firms
9233. Investment Banks Stocks Underwriters
10384. Local Chinese Companies
68 24
The results of the questionnaire will initially be
separately analyzed under each informants category to
identify the general opinion with each groups. It is
believed that the opinion within each group would be
more uniform as their knowledge and expertise will be of
the same background. As an overall summary of the
respondent idea and opinion on this issue, a summarized
analysis will be conducted finally.
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Table 1 Attitude of the Respondents toward difficulties
of listing PRC enterprises in Hong Kong Stock
Exchange.
A. Inadequate legal protection of the
interest of small individual
investors.
B. Insufficient incomplete business
laws, i.e. securities commercial
laws to guard against code of
ethical business operation that
meet the capitalist standards.
C. Prospective investors lack confidence
in respect of the management of PRC
enterprises.
D. Enterprises under a central planning
economy will not have full autonomy
in deciding the business
strategies. Conflict may arise
between the central planning
agencies and the interest of its
1shareholders.
E. Chinese enterprises may face forex
problems in paying dividend to
1foreign investors.
F. Different accounting and auditing
0standards between PRC and Hong Kong.
7
G. Inadequate proof and evidence of
satisfactory business performance in
1track record.
As shown in Table 1, the inadequate legal
protection, incomplete business laws and lack of
confidence of prospective investors are considered to be
the greatest barrier to flotation. Auditing principle
and forex problems are deemed to be the least difficult




four sectors on the greatest hindrances i.e. InadequatE
legal protection, insufficient incomplete business lav
and the lack of investors' confidence. The forex problem
and different accounting principles are accorded rather
the discrimination in accounting practice to bE
significant.
Desirable Location of Chinese Enterprises
for listing in Hong Kong Stock Exchange
PRC enterprises in Shenzhen and Guangzhou are
considered most favourable for listing in Hong Kong
Stock Exchange whereas enterprises in Beijing are least
favourable as stated in Table 2. flotation. The reason
may be related to the rather conservative perspective in
the old capital where the traditional powers and beliefs
take the deepest root. In the Special Economic Zones,
the forefront test point in new economic concept,
enterprises are more accepted to take the lead in this
nouveau attempt.
The opinion on this issue from the four sectors
are in general quite unanimous reflecting the
significance of the geographical location on the success
of the listing application.
low priorities. Even the accounting firms did not rank
83
Table 2 Desirable Location of PRC Enterprises Listing







Desirable Business Sectors of PRC Enterprises
Listing in Hong Kong Stock Exchange
Hotels win the highest scores in respect of the
business sector, closely followed by the manufacturing
industries (i.e. hi-tech and traditional). These
industries are all very familiar to the Hongkong
community. Particularly the hotels are typical of
abundance in foreign exchange due to the tourist-
oriented business nature. The manufacturing industries
are usually typical of a steady cash inflow and a stable
market which can enhance the confidence of the
investors. The Hong Kong companies of PRC capital also
rate the Hi-tech manufacturing industries the second
most favourable business type for flotation in Hong
Kong. Overall, the Hi-tech manufacturing industries is
the third most favourable.
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Table 3 Desirable Business Sectors of PRC Enterprises











The mean scores of all items are in general high
and the deviation is rather narrow reflecting the fact
that all characteristics are considered favourable. The
three most favourable characteristics are capability to
generate and obtain foreign exchange, autonomy in
management decision and export-oriented.
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Table 4 Desirable Characteristics of PRC Enterprises







5.3Production resources from PRC
4.7HK being major export market
Methods for Listing the PRC Enterprises
in Hong Kong Stock Exchange
Regarding the most favourable method for getting
capital from the HK stock market, acquisition of a
listed company or acquisition of a HK company and
subsequent application for listing are the two most
favourable within the coming five years. Direct
application is regarded as the most unsuitable method
under the circumstances.
The opinion from the four sectors are very near
indicating that the direct application method is
premature under the present circumstances.
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5.9Acquire listed co inject capital
5.9Acquire co, apply for listing
and inject capital
4.5Form subsidiary in HK, apply for
listing and inject capital
2.5Apply directly as overseas companies
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Advantages of Listing PRC Enterprises
in Hong Kong Stock Exchange
The overall results are summarized in the Table 6
below showing the distribution of responses on the
advantages of listing the PRC enterprises in Hong Kong
Stock Exchange.
Table 6 Advantages of Listing PRC Enterprise!
in Hong Kong Stock Exchange
Opinion(%)Statements
SD D N A SA
1. Hong Kong Stock Market would become
less volatile 21 50 13 13 4
2. More choice for local investors in
the stock market 0 4 21 50 25
3. As an example and test market to the
future PRC Stock Market 0 13 25 46 17
4. Increase the confidence of investors 0 17 46 38 0
5. The enhancement of Hong Kong into a
regional financial center mainly
providing financial services to
China 4 8 25 38 25
6. China can raise funds from the Hong
Kong Stock Market by the listing of
Chinese enterprises
0 0 13 54 33
N.B. SD= Strongly Disagree D= Disagree N= Neutral
A= Agree SA= Strongly Agree
Regarding statement 1, 71 % of the respondents
disagreed with it to various degree. They did not accept
the idea that the involvement of PRC stocks in Hong Kong
Stock Exchange scene would render the market less
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volatile than it is at present. The reason behind their
choice may due to the concern that the performance and
stock prices of PRC stocks may depend very much on the
PRC political and economical conditions which are not
that stable. Their concern will become more valid when
the composition of PRC enterprises in the HK market
become more significant.
75% of the respondents concur with statement 2
that the listing of PRC enterprises in HK stock exchange
will provide more choices for the local investors. This
result corresponds with our speculation beforehand. The
presence of PRC enterprises may help to balance the
overemphasis of property stock in the HK market.
Concerning statement 3, 63% of the respondents
agreed that the listing of PRC stocks here would set an
example and test market to the future PRC Stock Market.
As we all know, the present PRC Stock Market is still at
a very rudimentary stage. The improvement and
standardization of the PRC Stock Market has a lot to
learn from the more advanced and systematic HK stock
market.
As to the issue of the impact of listing on the
confidence of investors (statement 4), 46% of the
respondents kept a neutral stance and none of the rest
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had strong views on this issue. This matter is rather
sophisticated and will depend on the regulation of the
PRC stocks trading and administration by the local
regulatory bodies and the quality of the PRC stocks. It
remains to be seen in the future whether the effect will
be positive or negative on the confidence of the
investors.
63% of the respondents agreed that the listing of
PRC stocks here would enhance the regional financial
centre status of Hong Kong, in particularly providing
financial services to China. The development of
financial service centres, eg. Shanghai and Guangzhou in
China is still not mature and the close relation between
Hong Kong and China permits Hong Kong to fulfill the
role as the financial service representative for China
in the coming decades.
The last statement, that China can raise funds
from the Hong Kong Stock Market by the listing of
PRC enterprises receives the largest consensus from the
respondents (87% of the respondent agreed). The result
turns out just as what we expected. The major reason for
the listing of PRC stocks is to recruit funds from Hong
Kong market for PRC enterprises and the result is very
reasonable.
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Disadvantages of Listing PRC Enterprises
in Hong Kong Stock Exchange
Table 7 shows the distribution of responses on the
disadvantages of listing the PRC enterprises in Hong
Kong Stock Exchange.
The opinion on the enhanced sensitivity of HK
market to PRC political and economic environment by the
introduction of PRC stocks is slightly on the agreement
side (42% agree and 25% on the neutral stance) which
throws light to fear of the over-reliance of Hong Kong
market on PRC movement. This result follows quite
closely the result from Statement 1 of the Advantages
section. As the reliance on the PRC movement of Hong
Kong Stock Market become more significant, the Hong Kong
Stock Market may be more volatile.
The respondents however rejected the idea tnat the
reputation of HK as an international financial centre
and confidence of foreign investors would be hurt with
appearance of PRC stocks. 61% of the respondents
disagreed with the notion that foreign investors would
loose confidence in a China influenced Hong Kong Stock
Market. Again, this will depend on how the Hong Kong
Stock Exchange Co will manage the whole incident.
88% of the respondents disagreed that the listing
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of PRC Stocks would hamper Hong Kong reputation as an
international financial centre. This is a reiteration of
the findings of the previous statement. The results
reveal that the majority of the respondents are quite
optimistic about the effect of the listing of PRC
enterprises on the Hong Kong Stock Exchange, except that
the volatility of the market will not be reduced by the
introduction of a more diversified range of businesses
in the market as the present market is criticized to be
over-reliance on property stocks. The chief reason is
due to the unstable conditions of the China economy.
Table 7 Disadvantages of Listing PRC Enterprises
in Hong Kong Stock Exchange
Opinion(%)Statements
SD D N A SA
1. Hong Kong Stock Market would
become much more sensitive to
and influenced by the economical
8 25 25 29 13political changes in China
2. Foreign investors would loose
confidence in a China
influenced Hong Kong Stock
Market, thus lessening their
17 54 25 4 0
participation
3. Hong Kong's reputation as an
international financial centre
may, to a certain degree,
hampered by the listing of
42 46 8 4 0
Chinese enterprises
N.B. SD= Strongly Disagree D= Disagree N= Neutral





Acquisition of a HongKong Company
with Chinese Capital Injected
The concept of acquiring a Hongkong company which
has a public listing position has been adopted by
Chinese enterprises in a number of cases, i.e. Guangdong
which acquired the AlliedInvestment 粤 海 投 資
川 河 實 業and Riveria Corporation(World 聯 合 世 界
This method seems to be the easiest and most certain wa
so far to get public listing in the Hong Kong Stoc
Exchange.
It saves the rather strict scrutiny by the Hong
Kong listing regulations on foreign application
particularly from PRC which projects a less credible
legal system to protect the small investors and at the
same time attains the public listing position
immediately after acquiring the company. This method is
suitable for PRC enterprise which has abundant source
of capital with which the issued shares of the company
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in interest can be acquired. Means of acquisition
include purchase of shares from the market and exchange
of shares between the acquired company and the
purchasing company until the purchasing company has
accumulated the 51% ownership. Up to the present, this
method is generally adopted by Chinese enterprise
comprised principally of government capital. For small
size enterprise, the weak connection with and knowledge
of Hong Kong business environment and lack of
mobilisable capital may hinder the process. Under this
circumstances, the PRC enterprise should hire consultant
company to coordinate the whole plan.
Another related but not as favourable method is to
apply for listing subsequent to acquisition of a Hong
Kong company not yet listed. In this case, the acquired
company should be a well established company with good
business reputation and steady past performance to
expedite approval on application. The capital required
will generally be much less than the former case. This
method is deemed to be more suitable for PRC enterprise
that has relatively weaker capital base. Similar to the
first method, a consultant firm is needed to assist in
identification of the right candidate for acquisition.
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Alternative Two
Establishment of a HK Company and
Application for its Listing
Reviewing the alternatives other than the direct
listing of PRC enterprises on Hong Kong Stock Exchange,
the establishment of a Hong Kong registered company is a
more feasible way to tap fund in forthcoming future.
Generally speaking, there are two possible different
means if distinguished in detail.
In the first place, the PRC enterprises can form a
subsidiary in Hong Kong which, in turn, applies for
listing once it has satisfied the requirements of
listing regulations of Hong Kong Stock Exchange. The
parent company, the PRC enterprise, then injects capital
to its subsidiary including the business and activities
in Mainland China. The second choice is to form a
holding company in Hong Kong which, in turn, owns the
businesses in PRC.
However, the two methods are actually similar in
many aspects. Basically, the listing status is acquired
by a Hong Kong registered company of PRC capital. This
method has not yet so far been utilized by Hong Kong PRC
companies. Until now, the Hong Kong PRC enterprises tend
to like to acquire local Hong Kong companies to obtain
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listing status inairectly. comparing with this more
popular approach, the method in focus here is lack of
the advantages of the former but in another turn possess
its own advantages.
In comparison with the means of acquiring an
existing Hong Kong company, this method seems to be more
time-consuming to start with a new company, coupled with
a number of other problems. Suitable personnel in the
business of interest must be recruited. Moreover, the
entry and penetration of market represent an critical
factor in the success of the company. Other issues such
as the good relationship with local business community
have to be solved before the access to success.
Another disadvantage is that before listing
application, this newly established company will have to
be operational continuously for five years with proper
track record of accounts and other information related
to the performance of the company.
Nevertheless, this approach allows the PRC to be
familiar with the whole process from the identification
of a profitable business to the formation of a company
as well as its daily operation in a capitalist economy.
The experience of trial to run a company conforming to
the listing requirements of Hong Kong Stock Exchange is
definitely invaluable to direct listing of PRC
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enterprises on later days.
This newly established company can also be viewed
as a place to train up the management sent from PRC on
how to operate a company in Hong Kong. Apart from
employing mainlanders, suitable and able Hong Kong
people should be invited to work with the company for
making use of their expertise as well as experience. On
the other hand, mutual interflow of experience will
further boost the mutual understanding among the
employees.
From the point of view of investors, available
information related to past history of performance will
enable the investor to make investment decision. The
image of PRC management style can also be improved if
the investors find that mainlander-managed company is
able to achieve an outstanding performance.
In view of the legal problem arising from the
direct listing, the formation of a Hong Kong company
will certainly surmount this stumbling block because the
interest of investors will be protected according to the
company law and listing regulations of Hong Kong.
Regarding the accounting problem, this method is
also successful in getting rid of it since all the
registered companies must prepare financial statements
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in accordance with the comnanv law of Hong Kong.
In retrospect, a listed public company with its
main activities and investments in PRC has been
authorized to have its shares to be traded on Hong Kong
Stockxchance_ For instance. Tien An (China) Investment
天 安 中 國 投 資 is a typical example of this kind ofLtd.
company. It reveals that investors are really interestec
in such companies which provide opportunities to invest
in China.
In conclusion, it is another possible means of
listing other than acquiring an already existing Hong
Kona company though it seems to be more complicated.
Alternative Three
Application for Listing in the Shenzhen Stock Exchange
In light of the difficulties faced by PRC
enterprises in compliance with the listing rules laid
down by the Stock Exchange of Hong Kong, we think that
it is not the time for direct PRC enterprise listing in
the Stock Exchange of Hong Kong this must be developed
step-bv-step.
However, with the development of a stock exchange
in Shenzhen in vigorous progress, we think that for
those PRC enterprises intending to apply for listing in
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Hong Kong, it is highly suggested that these PRC
enterprises be first listed in the Shenzhen Stock
Exchange. As already discussed in this paper, the
Shenzhen Stock Exchange is very similar in organization
and operation to the Stock Exchange of Hong Kong as well
as in other aspects. The Shenzhen authorities have
already sent mission to investigate the operations and
procedures adopted by the Stock Exchange of Hong Kong.
The Government of Shenzhen has also revealed its
intention to transplant Hong Kong laws (mainly Company
Laws and Securities Regulations) to Shenzhen. As a
corollary, the Shenzhen Stock Exchange will be very
similar to Hong Kong in the following aspects:
i. trading process
ii. rules of operation
iii. regulation framework
The Hong Kong Stock Exchange's views on the
Shenzhen Stock Market are also positive and
favourable-[1] The Shenzhen Stock Market will provide
Hong Kong brokers more development opportunities in a
newly developed market. In the future, it is highly
possible that the Shenzhen Stock Exchange will be
recognized by the Stock Exchange of Hong Kong with
regard to the fact that mutual promotion and cooperation
between the two Exchanges will benefit both in the long
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term.
However, the Shenzhen Stock Exchange needs time to
establish its international recognition and standard.
When the Shenzhen Stock Exchange becomes internationally
recognized, those PRC enterprises that have listed in
this Exchange will be more easier to comply with the
Stock Exchange of Hong Kong's listing rules.
Table 8 Important Pros And Cons Of The Three Alternatives-
Alternative One: Acquisition of A Hong Kong Company
ConsPros
1. Large amount of1. Suitable for PRC enterprises
capital requiredwith abundant capital
2. Most easiest method
3. Can easily withdraw or increase
equity interest in the acquired
company
4. No problem in meeting HK listing
regulations
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Alternative Two: Establishment of A New Company in Hong
Kong
ConsPros
1. Time-consuming to1. Can meet HK listing
attain listingregulations
status(eg.five
year proper track2. Improve PRC management
record of account)style by operating
business in Hong Kong
Alternative Three: Listing in Shenzhen Stock Exchange
ConsPros
1. Shenzhen Stock1. A step-by-step process
Exchange needs




3. Listed in the Shenzhen
Stock Exchange will increase
PRC enterprises' recognition
and reputation by HK investors
[1] The Exchange Views on the Shenzhen Stock Market




In view of the listing of PRC enterprises in Hong
Kong Stock Exchange, it is undeniable that the ultimate
goal is to raise fund in Hong Kong capital market. The
direct listing of PRC enterprises in Hong Kong is only
one of the alternative among various forms of tapping
fund. They include those means discussed in the
foregoing chapters as well as debt financing.
With regard to raising fund as the only goal, debt
financing may be the most feasible way because a lot of
hindrances inherent in issuance of stocks can be
avoided. That explains why debt financing has already
been the most popular way in the recent years. Apart
from issuing Treasury Bond and various types of bonds in
domestic market, PRC has also issued bonds in the
capital markets of Western countries such as London, New
York and Tokyo.
The introduction of stock sharing system coupled
with the aggressive step of having PRC enterprises
listed in Hona Konq Stock Exchange implies the motive of
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PRC Government consisting of something more than just
fund raising. Overally speaking, the additional goal of
implementation of stock sharing concept is the
anticipation of the Government to improve productivity,
to provide an effective incentive, to upgrade
technology, to realize more economic benefits, to
separate governmental intervention and management of
enterprises, and to prepare favourable environmental
conditions for the establishment of a domestic capital
market. The listing of enterprises in Hong Kong will be
an invaluable experience beneficial to the development
of a domestic stock market conforming to international
standard.
Reviewing these objectives other than fund
raising, one will find that direct listing of PRC
enterprises in Hong Kong Stock Exchange as well as the
other three alternatives we recommend will meet them in
different extent.
Currently, the HK-PRC enterprises like to adopt
the first alternative of acquiring a Hong Kong
registered company so as to obtain a listing status.
Besides simplicity, this method enables PRC enterprises
to tap fund in Hong Kong stock market in shortest time.
In view of the second alternative, though no PRC
enterprises have ever pursued this approach, it seems
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to be a good learning opportunity for PRC enterprises
how to run a company with principal activities in PRC
which is able to satisfy the listing requirements of
Hong Kong. The main shortcoming of this means is time-
consuming to keep track record for five consecutive
years.
The listing of PRC enterprises in Hong Kong is
believed to face many more problems in due course. The
main difficulties are originated from the legal
problems, accounting discrimination, ownership
controversy, deficient foreign exchange, and lack of
investors' confidence. It seems that it is impossible to
put the idea in practice in the near future. The
feasibility of this method, to a large extent, depends
on the determination and action of PRC Government to
alleviate or even eliminate the obstacles encountered.
In parallel with the implementation of the first
two alternatives, PRC Government can look forward to
organizing full-fledged stock exchanges of its own. In
this alternative, though these stock exchanges may be
only substandard comparing with that of Hong Kong, a
preliminary stock market will be founded while it can
further be upgraded to meet international standard. Once
the domestic stock exchanges have been mature enough,
the domestically listed PRC enterprises can then seek
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for listing in Hong Kong with a much greater probability
of success.
As far as the most favourable physical location of
domestic stock exchange in PRC is concerned, Shenzhen
looks to be the most appropriate candidate. With the
close proximity to Hong Kong geographically, Shenzhen
enjoys the privileges of being a SEZ allowed to be an
pioneer in economic reform. In addition, the invitation
of Sun Hung Kai Co. Ltd. as the advisor of a project to
organize a stock exchange in Shenzhen.
However, the pace of economic reform is entirely
subject to the economic policy pursued by PRC
Government. According to the government reporting speech
李 鵬
addressed by the Premier, Mr. Li Peng
indicated that PRC Government has to adjust the economic
development in the following couple of years while no
declaration of advocacy of stock sharing system had been
imparted probably implying its being shelved.
Nevertheless, it has not yet been learnt that any
unfavourable restrictive measures are erected to slow




Objective :A study on the listing of PRC enterprises in Hong
Kong Stock Exchange
Glossaries:
1. PRC enterprises-- those companies, concerns and
entities registered in PRC with their headquarters and
principal activities in Mainland China
2. Hong Kong Stock Exchange-- The Stock Exchange of Hong
Kong Ltd.
3. Listing-- the shares of the PRC enterprise are issued
offered to both Hong Kong and foreign investors and
traded through the Hong Kong Stock Exchange
Dart A nnininn Difficulties and Problems-
1. Among the various hindrances against floatation of PRC
enterprises in Hong Kong Stock Exchange given below, plea
classify them by putting 1 against the one of the highE
significance, 2 against the one of less significance and
A M
A. Inadequate legal protection of the interest
of small individual investors.
B. Insufficient incomplete business laws, i.e.
securities commercial laws to guard against
the continuation of business entities and
code of ethical business operation that meet
the capitalist standards.
C. Prospective investors lack confidence in
respect of the management of PRC enterprises.
D. Enterprises under a central planning economy
will not have full autonomy in deciding the
business strategies. Conflict may arise
between the central planning agencies and the
interest of its shareholders.
E. PRC enterprises may face forex problems
in paying dividend to foreign investors.
F. Different accounting and auditing standards
between PRC and Hong Kong.
G. Inadequate proof and evidence of satisfactory
business performance in track record.
H. Others (please specify if you think we have
missed here)
2. In relation to the alternative you have assigned the highest
priority in Q.1, please explain briefly why it is the most
important among the options.
Some people believe that certain characteristics available
by a PRC enterprise would have appreciated impact on its
chance of getting listed in Hong Kong Stock Exchange. Among the
categories of attributes enumerated below, please indicate your
opinion on their effect on the chance of a PRC enterprise getting
listed using the scale given. (Please mark a circle on the scale
indicating your preference.)
3. Geographical location of Enterprises
HighestLowest
chancerhanrP
1 2 3 4 5 6 7A. Beijing
1 2 3 4 5 6 7B. Shanghai
1 2 3 4 5 6 7C. Guangzhot
1 2 3 4 5 6 7
D. Shenzhen
1 2 3 4 5 6 7
E. others




A. Hi-tech manufacturing 1 2 3 4 5 6 7
(e.g. audio-visual devices, electronics, computers)
B. Capital intensive industries 1 2 3 4 5 6 7
(e.g. pharmaceutical technology, bio-technology)
C. Traditional manufacturing 1 2 3 4 5 6 7
(e.g. textiles, garments, handicrafts, steel-refining)
D. Mining & agriculture 1 2 3 4 5 6 7
E. Hotels 1 2 3 4 5 6 7
F. Property and land development 1 2 3 4 5 6 7
G. Trading 1 2 3 4 5 6 7
H. Others 1 2 3 4 5 6 7
(Please specify if you deem necessary)
5. Business Characteristics
HighestLowest
chancechanceA. Capability to generate and
1 2 3 4 5 6 7
obtain foreign exchange
B. Autonomy in management decision
(i.e. immunity from central planning
1 2 3 4 5 6 7interference)
C. Export-oriented 1 2 3 4 5 6 7
D. Business type that is familiar to
Hong Kong people
1 2 3 4 5 6 7(e.g. electronics, hotel)
E. Hong Kong being one of its major
1 2 3 4 5 6 7
export markets
F. Major production resources able to
1 2 3 4 5 6 7be acquired in PRC
G. Others
(Please specify if you deem
1 2 3 4 5 6 7
necessary)
6. Currently, there are four major methods that a PRC
enterprise can participate in Hong Kong Stock Exchange. In
light of the present conditions, please give your opinion on
the suitability regarding the options within the coming five
years by a PRC enterprise contemplating participation in
Hong Kong Stock Exchange.
MostLeast
suitablesuitable
A. To apply directly as an oversea
1 2 3 4 5 6 7company
B. To acquire a listed company in
1 2 3 4 5 6 7Hong Kong and inject capital
C. To acquire a Hong Kong Company,
apply for its listing and inject
1 2 3 4 5 6 7capital
D. To form a subsidiary in Hong Kong,
apply for its listing and inject
1 2 3 4 5 6 7capital
E. Others
(Please specify if you deem
1 2 3 4 5 6 7
necessary)
Part B Advantages Disadvantages of the Issue
Instruction: We would like to know if you are strongly agree,
somewhat agree, are neutral, somewhat disagree, or strongly
disagree with each statement. There are no right or wrong answer,
we are simply interested in your opinion about each statement. In
giving your opinion, you are given the condition supposing
Chinese enterprises were allowed to list in the Hong Kong Stock






Advantages of the Issue
OpinionStatement
SD D N A SA
1.Hong Kong Stock Market would become
less volatile
2.More choice for local investors in
the stock market
3.As an example and test market to the
future PRC Stock Market
4.Increase the confidence of investors
5.The enhancement of Hong Kong into a
regional financial center mainly
providing financial services to
China
6.China can raise funds from the Hong
Kong Stock Market by the listing of
Chinese enterprises
7. Others (please specify advantages
missed here)
Disadvantages of the Issue
Statement Opinion
SD D N A SA
1.Hong Kong Stock Market would become
much more sensitive to and influenced
by the economical political changes
in China
2.Foreign investors would loose
confidence in a China influenced
Hong Kong Stock Market, thus
lessening their participation
3.Hong Kong's reputation as an
international financial centre
may, to a certain degree, hampered
by the listing of Chinese enter-
prises
4. Others (Please specify
disadvantages missed here)
ParticularsPart C
The following information is just for classification purpose
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